INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
400 ARMY NAVY DRIVE
ARLINGTON, VIRGINIA 22202-2884

REPORT
NO. 92-042 February 6, 1992

MEMORANDUM FOR DIRECTOR, DEFENSE MAPPING AGENCY

SUBJECT: Report on the Merged ("M") Accounts at the Defense
Mapping Agency (Project No. 1FE-3001.01)

Introduction

This is our final report on the audit of the Merged ("M")
Accounts at the Defense Mapping Agency (DMA). We made the audit
from March through May 1991. This report covers a portion of a
DoD~wide audit and has been consolidated with similar reports in
our Report No. 92-028, "Merged Accounts of the Department of
Defense," dated December 30, 1991. The primary audit objective
was to determine the validity of obligations in the merged ("M")
accounts that were established under United States Code,
title 31, sec. 1552(a).

The Defense BAuthorization Act for FY 1991, Section 1406,
requires the Secretary of Defense to provide for an audit that
will identify:

o the balance of each account as of November 5, 1990;

o the amount required to meet valid obligations and
the amount considered to be no longer valid;

o the sources of amounts in the account, shown by
fiscal year, and the amounts for each fiscal year;

o the average 1length of time funds have Dbeen
obligated;

o the average size of the obligation; and
o the object classifications of the obligations.

Since DoD's automated accounting systems could not provide after-—
the-fact data as of November 5, 1990, we relied on the month-end
data to establish the value of "M" accounts. In our DoD-wide
report we published sources of funds, the average age and size of
obligations, and object classifications that included DMA data.
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Scope of Audit

We reviewed the support for balances of unliquidated
obligationg in the DMA merged accounts. The Research,
Development, Test and Evaluation (RDT&E) account; the Procurement
account; and the Operation and Maintenance (O&M) account were
selected for review. The Comptroller of DMA reported the
following balances as of October 31, 1990:

o $7,721,000 in RDT&E;
o §3,054,000 in Procurement; and
o $65,109,000 in O&M.

The DMA universe of $75,884,000 included $2,674,000 in
FY 1987 RDT&E funds that had not been merged because DoD's RDT&E
appropriation was overdisbursed. Treasury regulations prohibit
merging of year-end accounts with negative preclosing balances.
During our review, this account was pending resolution.

All payments since 1988 were made at DMA's Finance and
Accounting Office, St. Louis, Missouri.

Selection of sample. To select sample items at DMA, we used
statistical sampling techniques involving a stratified two-stage
cluster. In the first stage, we selected DMA from the universe
of Defense agencies. In the second stage, we selected the sample
from the three major appropriations evaluated in the DoD-wide
audit of merged accounts: the RDT&E account, the Procurement
account, and the O&M account. We randomly selected:

o 30 items, valued at $4,559,000, from the RDT&E
account;

o 30 items, valued at $1,910,000, from the Procurement
account; and

o 40 items, valued at $36,840,000, from the Os&M
account.

The total value of the sample was $43,309,000. The sample
included five RDT&E items, valued at $1,392,000, for FY 1987.
During review of the sample, we determined that six DMA payroll
items had been erroneously included with the "M" year
obligations. DMA personnel acknowledged the error and stated
that deobligation of the payroll items valued at $23,986,000 were
completed before our arrival. Also, we reviewed the entire O&M
universe for other erroneously included payroll items.
Accordingly, those items were excluded from our sample. The
remaining purified Os&M sample of 34 items valued at $12,854,000
was reviewed. Therefore, our projections were based on a total
of 94 items valued at $19,323,000.



Limitations. The scope of the audit was set by the Defense
BAuthorization Act for FY 1991 (the Act), section 1406. We did
not evaluate the propriety of obligations, the reliability of
computer-processed data, and the implementation of the Federal
Managers' Financial Integrity Act pertaining to the audit
objectives. The Inspector General, DoD, Inspection Report
No. 90-INS-05, "Merged Accounts," March 22, 1990, reported
significant internal control weaknesses in the management of
DoD's merged accounts. These weaknesses are discussed below and
include inadequacies in oversight, review, reconciliation,
accounting data, and documentation. Due to the work involved in
verifying balances in merged accounts, we did not have time to
identify the specific causes of the deficiencies noted during our
audit. However, we believe the DoD Ingpection report, discussed
below, accurately described the type of weaknesses that led to
such deficiencies. The audit was made in accordance with
auditing standards 1issued by the Comptroller General of the
United States as implemented by the Inspector General, DoD. As
stated above, we did not review internal controls and other
areas.

Background

Congress appropriates funds for specific purposes with
varying periods of availability. Two years after funds expire,
the remaining obligations are transferred to a merged account. A
merged account contains appropriations for the same general
purpose. Monies that are not obligated, or that are subsequently
deobligated, are returned to the Treasury of the United States.
These monies are maintained in a Treasury merged surplus account
until they are needed to meet valid obligations that were
previously incurred.

Congress established merged accounts in 1956 (Public Law
84-798) so that agencies could pay obligations associated with
activities for which no current, wunexpired appropriation
exists. Congress dissolved the merged accounts in 1990 and made
all appropriations available for disbursements and adjustments
for 5 fiscal years following expiration. After 5 years, all
disbursements and adjustments for an appropriation must be made
from current funds appropriated for similar purposes.
Appropriations maintain their identity throughout the 5-year
period.

Prior Audits and Other Reviews

Both the General Accounting Office (GAO) and the Inspector
General, DoD, have made evaluations of merged accounts.

GAO Review. The GAO issued a draft report, "Limitations on
Availability of Expired Appropriations," GAO Code No. 392526 on
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March 11, 1991. The report documented a large increase in the
use of DoD merged surplus authority and recommended that
management strengthen restoration procedures by monitoring the
reasons for increased payments to contractors.

Inspector General, DoD, review. Inspector General, DoD,
Inspection Report No. 90-INS-05 identified 13 areas in which
management needed to improve the fiscal control and management of
merged accounts. These problem areas included:

o systemic problems with reconciliation and
validation, oversight, and policy;

0 1inaccurate unligquidated balances because of the
inclusion of credit unliquidated obligations;

o inadequate or inconsistent reviews;

o lack of command emphasis and routine quality
assurance;

o inadequate accounting data because of weak internal
controls and poor recordkeeping.

Management generally agreed with the report, but did not
make sufficient resources available to ensure corrective action
in all cases. We observed many of the same problems.

Discussion

DMA's account balances did not accurately reflect the status
of its accounts. When we projected our sample results to the DMA
universe, we estimated that only $20,880,000 (28 percent) of the
$75,884,000 in DMA merged account balances, including the RDT&E
balances for FY 1987, was required to meet valid obligations (see
Enclosure 2). The remaining $55,004,000 represented balances
that were estimated to be invalid. Managers had not ensured an
effective annual review of the wvalidity of unliquidated
obligations. We considered balances to be invalid when:

o balances were not supported by adequate
documentation;

o no disbursements had been made from the account
during the last 2 full fiscal years, and there was insufficient
documentation to review the unpaid balance in more detail.

o final payments had been disbursed to the contractor,
but the remaining funds had not been deobligated; or

o the paying office had made disbursements, but the
finance and accounting office had not posted the disbursements by
November 5, 1990.



We randomly selected and verified account balances against

recorded obligations. We verified records of disbursement
maintained by the finance and accounting office and the paying
office. From 100 items randomly selected for review (see

Enclosure 1) we identified 31 items valued at about $12,587,000,
or 29 percent of the sample universe of about $43,309,000, as
valid obligations. Of the remaining $30,722,000 in obligations,
about $30,532,000 ($23,986,000 in payroll items and $6,546,000 in
other items) was considered to be invalid and available for
reobligation to meet other contract adjustment requirements. The
remaining $190,000 were wvalid obligations for unmatched
disbursements that had been disbursed and not posted to the DMA
accounts. Finance and accounting personnel were advised to
deobligate invalid balances during the audit.

The audit showed that a lack of supporting documentation
existed and that finance and accounting personnel were not
reconciling discrepancies in payments. Of the 69 invalid items,
17 items, valued at about $1,256,000, were identified for
deobligation because the supporting documentation for obligations

or disbursements (or both) could not be found. Therefore,
18 percent of the items and 3 percent of the dollar value were
unsupported. There were seven items valued at $209,000 that

should be deobligated because there were no disbursements in the
last 2 fiscal years. Also, 39 items valued at $5,081,000 should
be deobligated because DMA personnel indicated the supporting
contracts were closed or funds were no longer required. The
remaining six items ($23,986,000) were the payroll items, which
were erroneously included in the "M" accounts. After Congress
passed the Act, increased emphasis was placed on maintenance of
merged account balances. Personnel at the DMA Finance and
Accounting Office had deobligated about $24,975,000 before our
arrival.

Related Reporting Requirement

The DoD Accounting Manual, DoD 7220.9-M, February 1988,
chapter 93, "Year-End Closing Statements," requires fund
administrators to provide a supplemental schedule of obligations
reviewed by independent sources and the dollar amounts
deobligated based on independent reviews. The results of this
review should be incorporated into DMA's vyear-end closing
statements and should be submitted with the completed "Accounting
Report," (M) 1176, or "Year-End Closing Statement," Treasury
Fiscal Service Form 2108.
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Recommendations for Corrective Action

We recommend that the Director, Defense Mapping Agency:

1. Deobligate the invalid items shown in Enclosure 1,
and reobligate unused balances where applicable.

2. Direct a review of remaining unliquidated merged
obligations, and deobligate accounts with unsupported or invalid
balances.

Management Comments

The comments from management stated that DMA had deobligated
$25 million of the $30 million claimed by the auditors' before

the auditors arrival in St. Louis. The Act required the review
and purification of "M" accounts. Management further stated that
DMA aggressively began this review in the fall of 1990. DMA

disagreed in principle with the 2-year standard, stating that
billings received through Transactions-By-Others can require more
than 2 years. DMA requested that the final report be addressed
to the Director, DMA, instead of the DMA Aerospace Center. DMA
concurred with the recommendations. Action on Recommendation
No. 1. is complete, and action on Recommendation No. 2. is under
way. The complete text of management comments is in Enclosure 4.

Audit Response to Management Comments

We agree that DMA deserves credit for its aggressive program
to improve the accuracy of its "M" accounts. Enclosure 1
contains accounts both deobligated by DMA and those determined by
the OIG, DoD, auditors to be invalid as of November 5, 1990. The
DMA line items have been annotated to reflect DMA's action. The
auditors used a 2-year deobligation standard for inactive
accounts when sufficient documentation to review the unpaid
balances in more detail was not available. Progress payments
should have been made if the vendor is still performing. As the
funds are merged, we believe they should be treated as other
indefinite appropriations. It is in DoD's best interest that
these inactive accounts be deobligated and that the funds are
transferred to other accounts where upward adjustments are
required, in lieu of funding upward adjustments with current-year
dollars. As requested, the final report has been directed to the
Director, DMA. Action on the two recommendations is considered
responsive.

The courtesies extended to the audit staff are
appreciated. If you have any questions on this audit, please
contact Mr. Terry L. McKinney at (703) 693-0430 (DSN 223-0430) or
Mr. Richard B. Bird at (703) 693-0476 (DSN 223-0476). Comments
are not required; however, if you want to provide comments on the



final report, they should be received by March 23, 1992.

Activities visited or contacted are shown in Enclosure 5.
planned distribution of this report is listed in Enclosure 6.

>
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_ Robert #. Lieberman

Assistant Inspector General
for Auditing

cC:

Comptroller of the Department of Defense
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Recommendation
Reference

SUMMARY OF POTENTIAL BENEFITS

RESULTING FROM THE AUDIT

Description of Benefits

1.

* Amounts shown for Recommendation 1.
included in our sample and do not include projections.

Compliance. Deobligation

of the invalid balances
shown in Enclosure 1 will
result in a one-time savings
because current funds would
not be required to cover
shortfalls in the "M"
account. Of the total
amount of benefits achieved
as result of the "M" account
legislation, ($30,531,872),
$24,975,307 was deobligated
by DMA before our review.

Compliance with regulations
as cited in DoD Manual
7290.3M will result in the
deobligation of additional
funds that are not determin-
able at this time.

Amount and/or
Type of Benefit

Funds put to
better use.*

$30,531,872
24,975,307
$ 5,556,565

Undeterminable.
Audit resources
precluded a complete
review of the total
universe.

are based only on accounts

Although we

believe that monetary benefits from $20.86 million to $35.04 million
will result when all appropriations are reviewed item by item, we

are not claiming those monetary benefits because specific
deobligations cannot be made until an item-by-item review is
performed. Instead, we are claiming the benefits directly

associated with

sample items less the

deobligated by DMA personnel.

$24.9 million in

items

ENCLOSURE 3



MANAGEMENT COMMENTS : DEFENSE MAPPING AGENCY

Final
Report Page
No.

DEFENSE MAPPING AGENCY

0813 LEE MIOHWAY
FARFAX. NAGINA 120311137

100CT 1981

MEMORANDUM FOR INSPECTOR GENERAL, DEPARTMENT OF DEFENSE
ATTN: Oirector, Financial Management Directorate

SUBJECT: Draft Audit Report on the Merged ("M")} Accounts at the
Defense Mapping Agency Aerospace Center
(Project No. 1FE-3001.01)

1. Reference DoDIG (Financial Management Directorate) memorandum,
18 September 1991, subject as above.

2. The subject draft has been reviewed and it is the Defense
Mapping Agency (DMA) opinion that the draft contains several
misleading and inaccurate statements. General observations are as
follows:

a. The last paragraph of page 2 of the report states that the
auditors identified $23,986,000 in erroneous payroll obligations,
brought it to DMA's attention, and recommended deobligation of the
funds. This statement is incorrect. The Defense Authorization
Act for FY 1991 required the review and purification of "M"
accounts, a task DMA aggressively began in the fall of 1890, DMA
officials identifjed the $23,986,000 in erroneous payroll
obligations and corrected the accounting system in December 1990
and February 1991, well before the auditors' arrival on 12 March
1991. In fact, $24,975,307.02 of the $30,532,000, or 81.9
percent, clalmed to have been found by the auditors was found and
deobligated by DMA prior to the arrival of the auditors. DMA
informed the auditors of these deobligations.

b. DMA disagrees in principle with the two-year rule (page 5, 5
paragraph 2), which states that a line item that has not had any
activity for two fiscal years should be deobligated. The auditors
assumed that any account that has had no actlivity for two years
was invalid. It has been the DMA experience that there are valid
line items that are well beyond the two year period. Particularly
in the Procurement and Research, Development, Test and Evaluatlon
appropriatioas, it is not unusual for billings to be received
through Transactions-By-Others Registers several years after the
obligation was established. Removal of these obligations as
invalid would result in absorbing these transactions out of
current year appropriations.

c. The correct title for the organizatlon audited was the
Office of Comptroller, Defense Mapping Agency, not the Defense
Mapping Agency Aerospace Center (DMAAC). The Accounting and
Finance Division is physically collocated with DMAAC, but is a
DMA Support Offlice organization providing accounting and finance
service UMA-wide. This organization was consolidated in St.Louis,

ENCLOSURE 4
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MANAGEMENT COMMENTS: DEFENSE MAPPING AGENCY (cont'd)

Final
Report Page
No.

MO, in 1989, not 1988, All references throughout the report to
DMAAC should be changed to DMA.
3, Specific comments on the report recommendations, Enclosure 1
to the audit report, and the potential monetary benefits schedule
are as follows:

a. Change’the responsible official for the recommendations 6

paragraph (page 5, last paragraph) from Commander, DMAAC to
Director, DMA,

b. Recommendation 1: Deobligate the invalid items shown in
Enclosure 1 and reobligate unused balances where applicable,

DMA Response: Concur. As presented above, much of this
was accomplished prior to the start date of the audit.

c. Recommendation 2: Direct a review of remaining
unliquidated merged obligations and deobligate accounts with
unsupported or invalid balances.

DMA Response: Concur. DMA continues to review merged
accounts in accordance with the requirements of the Defense
Authorization Act for FY 1981.

d. As indicated above, DMA takes exceptlon with the
implication that the auditors jidentified substantial invalid
obligations, Enclosed is a marked-up copy of the schedule of
accounts reviewed which indicates those line ftems that had been
deobligated prior to the arrival of the auditors and the date they
were deobligated.

e. DMA also takes exception to the audit report's potential
benefit of $30,531,872, (Enclosure 3 to the draft report), since
$24,975,307 was deobligated by DMA prior to the start of the
audit. Admittedly, DMA's merged account obligations were
misstated on 5 November 1990, but to suggest benefits of $30M as a
result of this audit is a serious distortion. Recommend that this
schedule be divided into two parts, those items found and
corrected by DMA prfor to the start of the audit ($24,975,307) and
those invalid items found during the conduct of the audit
($5,556,565) .

4., Request that the above stated DMA comments be included in the
final audit report. The HQ DMA(CMF) point of contact for this ‘
action is Mr. William C. Bartel, Jr., {703) 285-9212 or DSN

356-9212.

FOR THE DIRECTOR:

Enclosure a/s OHN R: VAUZHN

Comptroller

ENCLOSURE 4
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ACTIVITIES VISITED OR CONTACTED

Defense Mapping Agency, Fairfax, VA
Defense Mapping Agency Systems Center, Fairfax, VA
Office of Comptroller, Defense Mapping Agency, St. Louis, MO
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of the Secretary of Defense
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oller of the Department of Defense

e Agencies

Defens
Direct

Non-Do

e Mapping Agency Aerospace Center
or, Defense Finance and Accounting Service

D Agencies

Office

of Management and Budget

U.S. General Accounting Office, NSIAD Technical Information

Cent
Congre

Senate
Senate
Senate
Senate
House
House
House
House
House
House
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ssional Committees:

Subcommittee on Defense, Committee on Appropriations
Committee on Armed Services

Committee on Governmental Affairs

Ranking Minority Member, Committee on Armed Services
Committee on Appropriations

Subcommittee on Defense, Committee on Appropriations
Ranking Minority Member, Committee on Appropriations
Committee on Armed Services

Committee on Government Operations

Subcommittee on Legislation and National Security,

Committee on Government Operations
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LIST OF AUDIT TEAM MEMBERS

Nancy L. Hendricks, Director

Terry L. McKinney, Program Director
Richard B. Bird, Project Manager
Yung Kong Chen, Team Leader
William Bazemore, Auditor
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